The purpose of this study is to assess the challenges faced by small and medium sized enterprises (SMEs) in adopting and implementing International Financial Reporting Standards (IFRS) for SMEs in South Africa. There is a perception that, although SMEs are required to use IFRS for SMEs in South Africa, many of these entities are finding it difficult to adopt or implement the IFRS for various reasons including lack of the necessary expertise. The objective of the study is to establish, empirically, the reasons and, subsequently, to determine the attributing causes of the problem, if that was the case.
Introduction


The International Accounting Standards Board (IASB) issued the International Financial Reporting Standards for small and medium entities (IFRS for SMEs, 2007) whose objective was to provide a simplified, selfcontained set of accounting principles that are appropriate for small and non-listed companies. IFRS for SMEs are based on full IFRS which are developed primarily for listed companies.
Despite the fact that the IFRS for SMEs are less demanding than the full IFRS, there is a perception that most SMEs, especially in developing countries like South Africa, may not have the resources to adopt or adequately implement those standards. Consequently, departure from using the uniform framework of accounting would, among others, make it difficult to compare performance of the SMEs. It is against this background that there is a need for empirical evidence to test the validity of this assumption.
The aim of the study, therefore, was to determine the challenges, if any, that SMEs face in adopting and implementing the IFRS for SMEs, especially in South Africa.
Definitions
The importance of the SME sector and the informal sector is acknowledged internationally, but defining an SME is a challenging task, as every country has its own definition. There is no single, uniformly accepted definition of a 'small firm' (Storey, 1994) . Firms differ in their levels of capitalization, sales and employment, hence, definitions which employ measures of size for example, number of employees, turnover, profitability and net worth, when applied to one sector might lead to all firms being classified as small, while the same definition when applied to a different sector might lead to a different result. SME definitions can be broadly categorized into two, 'economic' and 'statistical' definitions. Under the economic definition, a firm is regarded as small if it meets the following three criteria: (1) it has a relatively small share of their market place; (2) it is managed by owners, or part owners, in a personalized way and not through the medium of a formalized management structure and (3) it is independent in that it is not part of a larger enterprise (Mahembe, 2011) . The 'statistical' definition, on the other hand, is used in three main areas: (1) quantifying the size of the small firm sector and its contribution to GDP, employment and exports; (2) comparing the extent to which the small firm sector's economic contribution has changed over time and (3) in a cross-country comparison of the small firms' economic contribution. These definitions, however, have a number of weaknesses. For example, the economic definition, which states that a small business be managed by its owners or part owners in a personalized way and not through the medium of a formal management structure, is incompatible with its statistical definition of, for example, a small manufacturing firm which might have up to 200 employees (Mahembe, 2011 The National Small Enterprise Act, 1996 defines a small enterprise as a separate and distinct business entity, together with its branches or subsidiaries, if any, including co-operative enterprises, managed by one owner or more predominantly carried on in any sector or subsector of the economy and classified as either micro, very small, a small or medium enterprise. Except in the case of agriculture, a medium-size business has been defined as a business which has a total full-time paid employee complement of 200 or more. A small business has 50 employees, a very small business 20 employees and micro business 5 employees. The total turnover for a medium-size business ranges from a minimum of R5 million in the case of wholesale, trade with commercial agents and allied services. Small businesses range from R3 million to R32 million, very small from R500 000 to R6 million, and micro businesses, generally, are defined with a turnover of up to R200 000. Turnover seems to be the most preferred indicator to use, both internationally and locally.
The gross asset value (excluding fixed property) fluctuates from R5 million to R23 million for medium-size businesses, from R1 million to R6 million for small businesses, and from R500 000 to R2 million for very small businesses. Micro businesses have a gross asset value of R100 000.
For the purposes of income tax, two definitions are relevant. The first is that, for a micro business, as set out in Part 2 of the Sixth Schedule to the South African Income Tax Act, 1962 in terms of which a person qualifies as a micro business if that person is:  a natural person (or the deceased or insolvent estate of a natural person that was a registered micro business at the time of death or insolvency); or  a company where the qualifying turnover of that person for the year of assessment does not exceed an amount of R1 million.
The second definition in the Income Tax Act, section 12E (4) defines a small business corporation as any close corporation or co-operative or any private company, all shareholders of which are, at all times during the year of assessment, natural persons and where the gross income for the year of assessment does not exceed R20 million per annum (with effect from 2014 year of assessment). Other qualifying requirements are also applicable.
Research questions
For the purpose of this study, the following research questions will be considered:  To what extent have South African SMEs adopted IFRS for SMEs?  What challenges have stopped them from doing so, if they have not adopted the standards?  What implementation challenges they face, if any, if they chose to adopt the standards?
Literature review
There is consensus among policy makers, economists and business experts that SMEs are drivers of economic growth (Mahembe, 2011) . A healthy SME sector contributes prominently to the economy through creating employment opportunities, generating higher production volumes, increasing exports and introducing innovation and entrepreneurship skills. Mahembe (2011) further notes that SMEs are the first step towards industrialization and their dynamic role in developing countries positions them as engines through which these countries' growth objectives can be achieved. Similarly, since SMEs have a huge impact on the South African economy, it is critical that they are given all the necessary incentives to become successful in order to grow the economy.
It is anticipated that most companies that do not have 'public accountability' and which publish generalpurpose financial statements for external users may adopt the IFRS for SMEs. The standard is available to other entities looking to prepare a set of accounts that can be described as 'fairly presenting' under an accounting framework. This includes companies, close corporations, partnerships, sole traders and trusts where the trust deeds permit (IASB, 2007a).
IFRS for SMEs has simplifications which reflect the needs of users of SMEs' financial statements. Although prepared on general IFRS foundations, IFRS for SMEs is a stand-alone framework, which is separate from the general IFRS. These standards have replaced the statement of Generally Accepted Accounting Practices (GAAP) for SMEs issued by the South African Accounting Practices Board According to IASB (2007c, p. 3), IFRS for SMEs would provide the following benefits:  improve the comparability of financial information of SMEs at either national or international level;  make it easier to implement planned cross-border acquisitions and to initiate proposed partnerships or cooperation agreements with foreign entities;  help SMEs to reach international markets, and  enhance the financial health of the SMEs.
Despite the benefits cited above, IFRS for SMEs still have considerable threats, including the possibility of cost of its adoption exceeding the anticipated benefits. Consequently, mixed reactions have continued to be voiced during the debates on the abolition of local reporting standards for international reporting standards (Kennedy and Emmanuel, 2013) . Poroy & Sipahi (2007) note that the transition to IFRS for SMEs will be difficult because of the low corporate level of SMEs and the differences between tax legislation and IFRS for SMEs. In terms of benefit from access to financial markets, Riva and Salotti (2015) observe that SMEs tend to use inner resources rather than raise funds from banks. Further, their study dismisses the statistical significance of relationships related to accounting disclosure with the cost of credit.
The question of whether the proposed IFRS for SMEs will be suitable for the smaller entities within the SME arena has been raised by Roberts and Sian (2006) Alp and Ustundag (2009) observe that the transition plan to IFRS and its implications for preparers and users of financial statements, regulators, educators and other stakeholders, have to be effectively coordinated and communicated. They argue that this should include raising awareness on the potential impact of the conversion, identifying regulatory synergies to be derived and communicating the temporary impact of the transition on business performance and financial position. Further, they are mindful that the implementation of IFRS requires considerable preparation both at the country and entity levels to ensure coherence and clarity on the authority that IFRS will have in relation to other existing national laws (Alp and Ustundag, 2009).
Irvine and Lucas (2006) cite lack of accounting education and training as one of the challenges SMEs face in adopting the standard. They note that practical implementation of IFRS requires adequate technical capacity among preparers and users of financial statements, auditors and regulatory authorities. More importantly, they emphasize that training materials on IFRS are often not readily available at affordable costs. Critics argue that the transition process from local GAAP/full IFRS to the IFRS for SMEs may impose certain difficulties on business practices, processes and systems, which often turn out to be too costly, complex and prolonged for small entities to handle. Irvine and Lucas (2006) further observe that countries that implemented IFRS faced a variety of capacityrelated issues, depending on the approach they took. They recognize that, usually, the time lag between decision date to adopt the standards and the actual implementation date may not be sufficiently long enough to recruit, or train a good number of professionals who could competently apply these standards. Similarly, South Africa, like many other developing countries, is encountering an acute shortage of accountants and auditors who are technically competent in implementing IFRS, especially at the level of SMEs.
The Australian Accounting Standards Board (AASB) is of the view that the IFRS for SMEs still appear to be complex in the recognition and measurement requirements (AASB, 2009). For these reasons, Australia has so far not adopted the IFRS for SMEs. Instead, the AASB has adopted the Reduced Disclosure Regime (RDR) implemented under the revised differential reporting framework for issuing new accounting standards, AASB (2010). Alp and Ustundag (2009) and the United Nations Conference on Trade and Development (UNCTAD, 2007a) point out that the successful enforcement of international standards at each country level will be challenging in the absence of consistency in the regulatory framework and the legal backing of IFRS. Within this context, the implementation of the IFRS for SMEs in many countries is confronted with national legislation requirements. In many cases, SMEs are required to prepare financial statements in compliance with certain tax legislation, especially for the purpose of filing tax returns. Countries such as Lebanon, Slovakia, Austria, and Russia believe that SMEs favor preparing financial statements for tax purposes only (IFRS Foundation, 2011). Balsari and Varan (2014) note that Turkish accounting system has been rule-based aimed at reporting for tax authorities, and, in addition, the business culture in the country does not support transparency. Similarly, in this study, many SMEs interviewed in South Africa prepare financial statements in compliance with tax legislation, and tender processes, rather than in compliance with IFRS for SMEs.
In Germany, financial statements usually serve a multi-purpose function and, therefore, SMEs prefer to prepare a single set of financial statements which also satisfy taxation purposes (Evans et al., 2005) . Evans, Armstrong, Barth et al. (2008) note that investors in European firms would react negatively to the adoption of IFRS for SMEs because of the regional differences in the economies, perception of investors that these standards might lower the quality of reports locally, and the fear of the investors that the implementation and transition costs associated with IFRS would be much higher than the benefits to be acquired. Further, Samujh and Devi (2015) conclude that the IFRS for SMEs are not appropriate for ASEAN countries. They argue that instead of aiding SMEs economic growth, IFRS for SMEs may create a burden to growth through unnecessary imposition of financial reporting and regulatory requirements which inadvertently may result in reduced entrepreneurship activity. Based on these findings from different countries, one can argue that despite the suggested benefits, the IFRS for SMEs are perceived to be a burden and too difficult for some SMEs to adopt.
Research methodology
In this study, both desk search and questionnaire interviews were used to collect information. Structured and unstructured questionnaires based on the research questions developed were administered on a randomly selected SMEs in and around Thohoyandou in Vhembe District, Limpopo Province, South Africa. The questionnaire was used to collect primary data, because it allowed respondents enough space to complete the questionnaire at their own time. To ensure compliance with ethical requirements, the participation of the SMEs and other individuals involved was entirely voluntary and confidential. Data collection involved respondents from a sample of 30 SMEs and four accounting firms in Thohoyandou. The consultancy firms were included, because they are, from time to time, involved in auditing books, including those of SMEs. Similarly, interviewees included finance managers and accountants of the SMEs, among others. The statistical software 'SAS/STATA' was used to analyze the descriptive qualitative data that were, finally, presented as tables and graphs to present the generated responses. Another interesting observation is that, although many developing countries have seemingly fully adopted the IASB IFRS for SMEs, many, if not all developed countries, including the USA, European Union, Russia, China and Japan have yet to do so. This has created a feeling that developing countries are forced by international financial institutions like the World Bank, IMF and the others to adopt and comply with requirements they may not be ready to implement in order to be rated creditworthy. Naturally, if this trend does not change, it will continue to compromize the whole objective of harmonization and compatibility of the financial statements internationally. We adopted it against our will 9 41% 13 59% 22 100%
Results and discussion
Has added no value to the business 4 18% 18 82% 22 100% Table 3 shows that, in general, the 22 respondents who have adopted and are implementing the IFRS for SMEs, face the following challenges: lack of skills to implement it (68%), high cost of implementation (59%), adopted it against their will (41%), users of the financial statements complain that they are now too complicated (32%), require more staff (18%) and have added no value to the business (18%). The finding that 82% of users of IFRS for SMEs in South Africa agree that it has added value to their business is crucial, as it contradicts the general assumption and observations drawn from the literature review. The added benefits referred to, will among others, include qualification to government tenders and bank loans. Based on this assumption, one would expect these SMEs to attract more business or sales and to find it easier to obtain bank loans, however, findings below (Table 4) do not support this assumption. On the other hand, the 68% of the respondents who are challenged by the lack of knowledge of IFRS for SMEs, and lack of their own staff that are competent to use IFRS for SMEs, support the common assumption that there is a shortage of well-qualified accountants and other financial management expertise. In addition, some respondents (59%) cited the high cost of using IFRS for SMEs or outsourcing of the required expertise, where they cannot recruit their own staff, as a second major challenge. In some cases, business owners are not willing to change from the old system of SA GAAP. The 41% of the respondents who confirmed to having adopted the IFRS for SMEs against their will, are of interest. The information tends to support the view that some SMEs adopted the IFRS for SMEs for taxation and government tender application compliance. To minimize the challenges of, and to sensitize the SMEs on adopting IFRS for SMEs in South Africa, the Institute of Chartered Accountants in South Africa ( SAICA) launched an electronic guide for applying the IFRS for SMEs particularly for micro-entities. Table 4 shows that 41% (9:22) of the respondents felt that the most dominant benefit they get is the easy access to bank loans, in addition to liking the way financial statements are now presented when using IFRS for SMEs. Nonetheless, 59% did not see much benefit in the use of IFRs for SMEs.
It must be noted that most of the SMEs in Vhembe District would be at the level of micro-enterprise and are likely to use basic accounting concepts and, generally, they cannot afford to employ professional accountants in their business. To this extent, one might argue that they may not be representative of SMEs in South Africa, although these were the target entities for the SAICA electronic toolkit guide.
Only 23% of the respondents agreed that preparing financial statements using IFRS for SMEs attracted more business or increased turnover, whereas 77% does not agree. This may sound contradictory, considering that 67% of the respondents agreed to have adopted the IFRS for SMEs, hoping that this would boost their businesses. It can be deduced that some respondents, 67%, might have suspected that the study was conducted on behalf of the government to track SMEs which have not complied  more resources should be made available on the internet to provide guidance on how to implement the standards; and  secondary education must offer curriculum that includes IFRS for SMEs in accounting subjects.
Finally, it is recommended that a follow-up study is conducted in this area, preferably, on a bigger scale to get a wider picture.
